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Bank of Canada hikes as geo-political risk increases

As expected, the Bank of Canada hiked its policy rate today by ¼ point to reach ½ per cent, marking a lift off  fi rst 
from pandemic-era levels and signaled a series of hikes to come in coming months. However, the Bank held 
back on implementing quantitative tightening (QT), choosing instead to re-invest proceeds to keep bond holdings 
relatively steady.

The Bank addressed the current global crisis in Ukraine and the unprovoked attack by Russia, noting the impacts 
are still quite uncertain. The confl ict has already lifted oil and commodity prices which will increase infl ation and 
contribute to further supply chain issues. At the same time, there is downside risk to the global economic recovery.

Domestically, the Bank highlighted fi rm economic conditions. This included a stronger than expected growth in 
Q4 of 6.7 per cent and emphasized that economic slack has been absorbed. While the labour market stuttered in 
January with Omicron the Bank noted that the “rebound from Omicron now appears to be well in train.” Moreover, it 
expects a Q1 economic performance to come in stronger than anticipated.

 Infl ationary pressure remains substantial, and risk now is to the upside with the Russia- Ukraine war impact 
commodity prices. Moreover, it underscored that infl ation is more pervasive and that, “Persistently elevated infl ation 
is increasing the risk that longer-run infl ation expectations could drift upwards.” 

This leaves little doubt that more rate hikes are coming, and the Bank noted that “As the economy continues to 
expand and infl ation pressures remain elevated, the Governing Council expects interest rates will need to rise 
further.” 

Conditions are ripe for further rate hikes in upcoming meetings given high infl ation although there may be less 
runway over the medium term given the potential impacts of the war on global growth. We expect another ¼ point 
hike at the April 13 meeting and release of the Monetary Policy Report and commencement of QT. Rates will 
remain accommodative through 2022 but we expect another four hikes through the course of the year which should 
let some air out of consumer spending and the housing market. That said, global risk persists.
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